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DEPARTMENT PASS TREASURY, FRB, AND CEA 

E.O. 11652: N/A 
TAGS: EFIN, ECON, GW 

SUBJECT: FINANCE MINISTER GIVES UP ON VAT INCREASE IN 
1977; TAX RELIEF/INCREASE PACKAGE SHAPING UP 
FOR 1978 

SUMMARY: FINANCE MINISTER APEL ANNOUNCED THAT THE 
GOVERNMENT WILL POSTPONE SEEKING AN INCREASE IN THE 
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VAT UNTIL 1978. THIS WAS NO MORE THAN ACKNOWLEDGEMENT 
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OF THE INEVITABLE DEFEAT OF THE GOVERNMENT'S EARLIER 
PROPOSAL FOR AN INCREASE IN 1977 IF IT WERE PUT 
TO A VOTE IN THE OPPOSITION-CONTROLLED BUNDESRAT. 

IT, HOWEVER, DOES ARM APEL FOR AN EVEN MORE STRINGENT 
APPROACH IN THE BUDGETARY DISCUSSIONS CURRENTLY 
UNDERWAY. POSSIBLY SIGNALLING PRIORITIES, HE IS 
DEMANDING THAT THE STATES SHARE IN THE COST OF 
CONTRIBUTIONS TO INTERNATIONAL PROGRAMS (EC, 

UN, IDA, ETC.) UP UNTIL NOW SOLELY FUNDED BY THE 
FEDERAL GOVERNMENT. A PACKAGE OF TAX CUTS FOR BUSINESS 
AND INDIVIDUALS SEEMS IN THE WORKS FOR 1978. UNLESS 
THERE IS A SERIOUS DETERIORATION IN THE ECONOMIC 
SITUATION IN THE NEXT FEW MONTHS, NO CHANGE IN THE 
STATUS QUO POLICY IS ANTICIPATED, ACCORDING TO ONE 
GOVERNMENT SOURCE. END SUMMARY. 

1 . IN A CHANGE OF HIS PUBLIC STANCE ON THE ISSUE, 

FINANCE MINISTER HANS APEL ANNOUNCED DECEMBER 3 AT 

A SPECIAL PRESS CONFERENCE THAT THE FEDERAL GOVERNMENT 
WILL TAKE NO INITIATIVE TO INTRODUCE LEGISLATION 
THAT WOULD RAISE THE VALUE ADDED TAX (VAT) BY 2 
PERCENTAGE POINTS (FROM 1 1 TO 13 PERCENT) IN 1977. 

THE GOVERNMENT HAD BEEN BLOCKED BY THE OPPOSITION IN 
ITS EFFORTS TO IMPLEMENT SUCH A RAISE EFFECTIVE 
JANUARY 1, 1977; SUBSEQUENTLY, IT MOVED THE TARGET 
DATE FOR SUCH AN INCREASE BACK TO JULY 1 . 1977. 

NOW, IT IS POSTPONED BY ANOTHER SIX MONTHS, APEL 
SAYING THE NEW GOAL IS FOR IMPLEMENTATION JANUARY 1. 

1978. THE OPPOSITION-CONTROLLED BUNDESRAT, THE 
APPROVAL OF WHICH IS REQUIRED ON SUCH LEGISLATION, 

HAD MADE CLEAR ON VARIOUS OCCASIONS THAT IT WOULD 
NOT ACCEDE TO AN INCREASE IN 1977. FRIDAY'S ANNOUNCE- 
MENT, FOLLOWING A MEETING WITH STATE FINANCE MINISTERS, 
WAS PUBLIC ADMISSION BY APEL OF THE OBVIOUS, I.E., 

THAT IT WAS A FOREDOOMED PROPOSAL INSOFAR AS NEXT 
YEAR IS CONCERNED. 

2. IN HIS PRESS CONFERENCE APEL STATED THAT THE 
NONIMPLEMENTATION OF THE VAT INCREASE WOULD REQUIRE 
THAT THE STATES (LAENDER) TAKE OVER A PORTION OF 
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THE COST OF THE INTERNATIONAL OBLIGATIONS CURRENTLY 
BEING PAID BY THE FEDERAL GOVERNMENT. CITED AS 
EXAMPLES IN THIS CONNECTION WERE OUTLAYS, SUCH AS 
THOSE FOR THE EC, UNITED NATIONS, IDA, ETC. HE 
ALSO SPECIFIED OTHER EXPENDITURES OF DM 1.5 BILLION 
FOR CHILDREN S ALLOWANCES PAID TO STATE EMPLOYEES 
BY THE FEDERAL GOVERNMENT. ALTOGETHER DM 8 BILLION 
OF FEDERAL EXPENDITURES WOULD HAVE TO BE TAKEN 
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OVER BY THE STATES, SAID APEL. AN OPPOSITION 
SPOKESMAN INDICATED THAT THE OPPOSITION-CONTROLLED 
STATES WOULD ACCEDE TO THE APEL DEMAND ON CHILDREN S 
ALLOWANCES BUT REJECTED THE SHARING OF INTERNATIONAL 
OUTLAYS AS PROPOSED BY THE FEDERAL GOVERNMENT. 

3. APEL STATED THAT HIS PROPOSED INCREASE OF 2 
PERCENTAGE POINTS IN THE VAT IN 1978 WOULD PROVIDE 
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DM 10.5 BILLION EXTRA REVENUE AND THAT PART OF THESE 
REVENUES COULD POSSIBLY BE USED FOR A TAX RELIEF 
FOR BUSINESS AS WELL AS PERSONAL INCOME EARNERS. 

IF THERE IS A REFUSAL OF THE OPPOSITION TO GO ALONG 
WITH THIS PROPOSAL, APEL ASSERTED. THE DISTRIBUTION 
OF VAT PROCEEDS, WHICH CURRENTLY ARE DISTRIBUTED 69 
PERCENT TO THE FEDERAL GOVERNMENT AND 3L PERCENT TO 
THE STATES, WOULD HAVE TO BE REVISED IN 1978 TO 
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PROVIDE FOR AN 82 PERCENT SHARE FOR THE FORMER AND 
18 PERCENT FOR THE LATTER. THE LOWER SAXONY FINANCE 
MINISTER (KIEP) TOLD THE PRESS THAT THE ONLY WAY 
IN WHICH THE OPPOSITION MIGHT GO ALONG WITH A RISE 
IN THE VAT IN 1978 IS IF THERE WAS A 

CORRESPONDING DROP IN OTHER TAXES. HENCE, SOME FORM 
OF COMPROMISE MAY BE SHAPING UP, WHICH, ON THE BASIS 
OF THE CURRENT PICTURE, WILL NEVERTHELESS BE A LONG 
TIME IN MATURING. 

4. THE PROPOSAL OF APEL TO INCREASE THE VAT 

BY 2 PERCENTAGE POINTS AS OF JULY 1, 1977 WOULD HAVE 
PROVIDED THE FEDERAL GOVERNMENT WITH ABOUT DM 2.5 
BILLION EXTRA REVENUES IN 1977. IT WAS ON THIS BASIS 
THAT APEL PRESENTED A PROPOSED BUDGET OF DM 173.2 
BILLION. (THE 1977 BUDGET DEFICIT IS PROJECTED TO 
BE ABOUT DM 25 BILLION WITHOUT THE VAT INCREASE.) 

IT IS SPECULATED THAT HE MIGHT ATTEMPT TO REDUCE 
HIS 1977 BUDGET ON THE BASIS OF THE VAT INCREASE 
POSTPONEMENT ENFORCED UPON HIM BY THE OPPOSITION. 

THE BUDGETARY BARGAINING GOES ON AND APEL HAS YET 

ANOTHER JUSTIFICATION FOR STRINGENCY AS A RESULT 

OF THE VAT INCREASE DEMISE FOR NEXT YEAR. THE 

SINGLING OUT OF INTERNATIONAL PROGRAMS AS ONE AREA WHERE 

THE FEDERAL GOVERNMENT WOULD LIKE TO LIGHTEN ITS 

BURDEN MIGHT BE INDICATIVE OF ITS RANK ON THE PRIORITY 

LIST. 

5. A WORKING LEVEL FINANCE MINISTRY OFFICIAL WHO 
PARTICIPATED IN THE FINANCIAL PLANNING TALKS THAT 
PRECEDED AND PRECIPITATED THE APEL PRESS CONFERENCE 
STATED THAT AFTER A REVIEW OF THE ECONOMIC SITUATION, 

THE GOVERNMENT HAD DECIDED TO STICK WITH THE CURRENT 


POLICIES. IT IS ONLY IF THE JANUARY AND FEBRUARY 
DATA (NEW ORDERS SPECIFICALLY MENTIONED) SEEM 
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ALARMING THAT A MOVE FROM THE STATUS QUO WILL BE 
CONSIDERED (E.G., TAX CUT EFFECTIVE IN 1977). 

THEREFORE, HE SAW NO NEW POLICY DEPARTURES BEFORE 
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MARCH, AND ONLY THEN IF THE DATA SHOWED DETERIORATION. 
APEL, HE SAID, DEFINITELY HAD IN MIND A TAX RELIEF 
PACKAGE (BJRJND PERSONAL), BUT FOR 1978 IMPLE- 
MENTATION. 
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